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Abstract 
The Policy Mix is often defined as the interaction between monetary policy and fiscal policy. These two policies are instruments 
of economic policy with the main objectives; full employment and lute against inflation. In this context, this paper will be 
devoted to the study of the interaction between monetary policy and fiscal policy in Tunisia, in order to clear the optimal policy 
mix for the Tunisian economy that would be able to solve the issues of unemployment and economic growth witnessed by 
Tunisia in recent years and especially bring our country out of the economic situation of "liquidity trap". Thus, from the 
Structural VAR model, we were able to identify the effectiveness of expansionary fiscal policy in Tunisia. Indeed, an 
expansionary fiscal policy is accompanied instantly by a monetary policy to control inflation and by a short-term increase in the 
level of production due to the low mobility of capital in our country. The results also show that monetary and fiscal policies in 
Tunisia are crossed, indeed expansionary fiscal policy led to an intervention by the monetary authorities to increase the interest 
rates and consequently to implement a restrictive monetary policy. 
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1. Introduction 
The issue of the policy mix is now the subject of debate and discussion among economists and economic policies 
experts in developed countries and emerging countries. In theory, the problem of policy mix, defined as the 
interaction between monetary policy and fiscal policy, has known two different approaches reflecting the conceptual 
changes affecting these same economic policies. 
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In a first approach, the policy mix is seen as a problem of optimal allocation of instruments to goals from Mundell's 
article (1962), which, in conjunction with the main remarkable fact at the time, namely open economies and capital 
mobility, recommends the assignment of monetary policy to external balance and allocation of fiscal policy to 
internal balance. In addition, the famous debate between Monetarists and subsequent Keynesians concerning the 
proper allocation resulting assumptions underlying the calculation of monetary and fiscal multipliers as the degree 
of openness of the economy, capital mobility, the nature of expectations and price flexibility. In contrast, the second 
theoretical approach to the question of policy mix studies the interaction between monetary and fiscal policy as a 
problem of coordination between the authorities of economic policy. 
We will limit our study to the section of the first theoretical approach. Indeed, in our country, the central bank is not 
fully independent†; as a result, Tunisia does not present a problem of coordination between monetary and fiscal 
authorities. Therefore, it is necessary to properly address the issue of the policy mix in Tunisia from a theoretical 
concept with this problem as the assignment of instruments to targets. 
 How then can we characterize the Tunisian policy mix? The Fiscal shocks that have hit the Tunisian economy did it 
really influence the course of the monetary policy? In addition, monetary shocks have they in turn caused any 
effects on the public finances? Is there in Tunisia any complementarities or substitutability between monetary policy 
and fiscal policy? What is the ultimate future of monetary and fiscal policies in Tunisia after the revolution? 
2. Modeling strategy 
By drawing extensively from the article and C.Bruneau O.De Bandt (2003)‡ addressing the interaction between 
monetary and fiscal policies in the context of transition to monetary union from a Structural VAR model, we will try 
in this section to estimate a Structural VAR for the case of Tunisia. The objective of this study is to identify the 
impact of monetary and fiscal policies in our country and whether the monetary and fiscal policies are 
complementary or substitutable in Tunisia 
 Estimations taken from a VAR model with four variables: GDP at constant prices (PIB), the inflation rate (INF), the 
money market rate (TMM) and the budget deficit (DB).  
Stationary tests used time series allowed us to identify the variables in the model are non-stationary and that all four 
are integrated of order 1§. 
 The dynamics of the model is represented by a vector autoregressive variables transformed to be expressed in actual 
values, logarithms and first differences. Our annual VAR model with four variables is of order 1. This order was 
determined by reference to the Akaike Information Criterion (AIC), confirmed by the criterion FPE (Final 
Prediction Error) and the criterion LR (sequential modified LR test statistic). 
Once the order of the VAR is determined (equal to 1), we can now proceed to a cointegration test to see if many 
cointegrating relationships between the four variables in the model. If this is the case, it is essential to estimate an 
error correction model, if not, we continue to work with the VAR model but take all variables integrated of order 1.     
The Trace test indicates that there is no cointegration relationship between the four variables in the model. As a 
result, it is not required to estimate an error correction model; it also means that in what follows, we will work with 
a SVAR not a SVECM.If we will continue to work with the standard VAR model, our model will certainly 
contradict the theory in which the modeler can do without any economic theory to model the dynamic behavior of 
economic variables. For this, it is necessary to find an estimated underlying structural VAR model. Thus, we have to 
articulate finely the variables used in the VAR model, the underlying theoretical framework, the chosen identifying 
constraints and the frequency of data used. 
 
Theoretical framework 
 
To develop Structural VAR constraints and interpret the results of the modelling, it is important to define the 
 
 
†See the work of A. Siala (2006), Ben Abdallah M and H. Mehri (2006). 
‡ Bruneau C. et De Bandt O. (2003) « Monetary and fiscal policy in the transition to EMU, what do SVAR models tell us », Economic 
Modelling, 20 (2003), 959-985. 
§Test ADF et PP 
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theoretical framework of our research. Thus, we will try to retain the Mundell-Fleming model as a theoretical 
framework of our model, a model considered as relevant to the study of macroeconomic policies in developing 
countries. 
The Tunisian economy is currently characterized according to the BCT** by a managed floating exchange rate 
regime, as well as the objective of monetary policy on exchange is to ensure the stability of the real exchange rate. 
But as there is theoretically no model that describes this situation, we will work within a theoretical framework with 
a fixed exchange rate regime especially as time series model started in 1962, at that time the exchange rate in 
Tunisia was almost fixed. 
Regarding the mobility of capitals in Tunisia, we can not say that there is a perfect mobility of capitals in our 
country, nor assert that there is no total mobility of capitals. Indeed, economic activity in Tunisia has a low mobility 
of capitals, that is to say, the BP curve schematically of the Mundell-Fleming model is very close to the vertical. 
Therefore, for the same reasons that led us to choose a frame with fixed exchange rate in our model, we present our 
model in economics without mobility of capitals. 
Ultimately, the theoretical framework chosen for our modelling is the Mundell-Fleming fixed exchange rate regime 
and free capitals mobility. These theoretical results are presented in the following table:†† 
 
3. Result 
The structural VAR model provides us with two types of output that are functions of impulse responses and the 
decomposition of variance errors. 
 
Pulse functions*** 
 
Our modelling has provided us with pulses, which show the effects of supply shocks, private demand and monetary 
and fiscal policies on the evolution of the model variables namely GDP, inflation rate, the market rate monetary and 
budget deficit. In our analysis, we mainly focus on the impact of monetary and fiscal policy on the evolution of 
these four variables in an attempt to study the effectiveness of these economic policies in Tunisia and to know from 
their behaviour if they are complementary or substitutable. 
 
 
**Central Bank of Tunisia 
††The identification of shocks was performed using the Cholesky decomposition and the model was estimated using the estimation method of 
Gali (1992). 
‡‡ The () represent the constraints identifying taken in the remainder of the modelling 
§§ It is a testable constraint of neutrality because we worked with an overestimated model. 
***Results from. the MATLAB software 
Table 1. Theoretical results 
 
 
Variables 
Effect of a restrictive monetary policy Effect of an expansionary monetary policy 
CT LT CT LT 
PIB 
INF 
TMM 
DF 
(null)‡‡ 
negative 
positive 
_ 
(null) 
null 
null 
null 
(nul) 
négatif / (nul) 
positif / nul§§ 
positive 
(null) 
negative 
positive 
null 
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A restrictive monetary policy 
 
From the graphs, we see that a very restrictive monetary policy has a positive effect on the money market rate, this 
effect is neutralized after ten periods, which complies with economic theory since the money market rate is the 
instrument of monetary policy, and in the case of a rising inflation, for example, the central bank could act on this by 
increasing rates, as was the case in September 2006 when the Central Bank decided to increase the TMM quarter 
point to deal with the increase in inflation caused by rising oil prices. 
We also note that, following the increase of TMM, there was an instantaneous decline in the rate of inflation, the 
decline begins to be neutralized after five years from the twelfth year, the effect of this shock will completely 
disappear, and then we can conclude that restrictive monetary policy leads to a short-term disinflation effect on 
economic life in Tunisia. 
Regarding the level of activity, the restrictive monetary policy has no significant effect on the evolution of gross 
domestic product, or on the budget deficit. 
We conclude that in our model, a restrictive monetary policy is ineffective because its role is to ensure price 
stability, and it has no effect on the evolution of economic growth. 
 
Figure 1. A restrictive monetary policy   
An expansionary fiscal policy 
 
 According to the impulse responses, it is clear that expansionary fiscal policy (increasing government spending and 
/ or decrease in own revenues) has a positive and significant effect on the money market rate, in fact, increase deficit 
will instantly cause an increase in the TMM. We also note that the instantaneous change in the TMM will cause a 
decrease in the rate of inflation as measured by the index of consumer prices. This increase will encourage savings, 
which will affect household consumption which lead to the decline in the general level of prices. But according to 
the graphs, we see that economic behaviour is manifested only in the short term, in fact, it is clear that from the fifth 
year following the shock, fiscal policy stimulus will have greater effect on theTMM, which explains the fact that the 
negative effect caused the rate of inflation peaked at the fifth year, the period from which the shock begins to be 
neutralized. So we can conclude that, instantaneously in Tunisia, an expansionary fiscal policy is accompanied by a 
restrictive monetary policy, hence, we can say that there are a short-term substitutability between monetary and 
fiscal policies in our country. There is also a proactive fiscal policy in Tunisia which has a positive and significant 
effect on the evolution of production. Indeed, it is clear from the charts that the increase in the budget deficit has led 
to an increase in production. This increase peaked after five years, but from the tenth year, the shock is completely 
neutralized. 
 
Figure 2. A expansionary fiscal policy   
 
The variance decomposition 
 
It was found that the variation of money market rate cause distantly by an expansionary fiscal policy(7%), 
confirming that the expansionary fiscal policy in Tunisia instantly causes a restrictive monetary policy where the 
substitutability between the two policies. We also note that in the long-term, private demand shock causes a 
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variation of 56% of TMM, which is why this rate is an effective tool for the Tunisian monetary authorities to control 
inflation. 
 
4. Conclusion Remarks 
Through our econometric model, we were able to identify the effectiveness of expansionary fiscal policy. In fact, 
fiscal policy stimulus is instantly accompanied by a monetary policy to control inflation and by a short-term increase 
in the level of production due to the low mobility of capital in our country according to the teachings of Mundell 
Fleming under a fixed exchange rate regime with low capital mobility. 
Thus, we can identify the existence of a relationship of substitutability between the two economic policies, in effect, 
an expansionary fiscal policy led to an intervention by the monetary authorities to increase interest rates and 
therefore to implement a restrictive monetary policy. 
We can also say that Tunisia has crossed economic policies characterized by budget support and braking monetary 
policy like the Reagan Policy in the early eighties in the United States. 
Finally, the Tunisian economy today is characterized by a situation of "liquidity trap" that monetary policy alone can 
not solve. Thus, it is necessary for managers to maintain an expansionary fiscal policy and a strong recovery of the 
economy in order to reassure the economic actors and restore confidence in the future and respond primarily to the 
needs of the revolution. 
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